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DEPARTMENT OF THE TREASURY 
APPEALS OFFICE 

*** * *  * * * *  * * * *  ** *** 
********** *** ***** 

*****  * * * * *  a c t :  
***** *  ***** 
Telephone Number: 
***********  
R e f e r  Reply t o :  
******************** 
Tax P e r i o d :  
A l l  Years  

Cear S i r  o r  )!adam: 

W e  have c o n s i d e r e d  your  a p p e a l  o f  t h e  a d v e r s e  a c t i o n  proposed by y o u r  
Key Dis t r ic t  D i r e c t o r .  Your r e q u e s t  f o r  exemption from F e d e r a l  income 
t a x  u n d e r  s e c t i o n  5 0 1 ( c ) ( 7 )  o f  t h e  I n t e r n a l  ~ e v e n u e  Code is d e n i e d .  

You a r e  r e q u i r e d  t o  f i l e  income t a x  r e t u r n s  on Form 1 1 2 0  f o r  t h e  above 
y e a r s .  You s h o u l d  f i l e  t h e s e  r e t u r n s  w i t h  t h e  S e r v i c e  C e n t e r  w i t h i n  30 
days  from t h e  d a t e  o f  t h i s  l e t t e r ,  u n l e s s  a r e q u e s t  f o r  e x t e n s i o n  o f  
t i m e  is g r a n t e d .  

You, may d i r e c t  q u e s t i o n s  a b o u t  t h e  d e c i s i o n  t o  t h e  Appeals  O f f i c e r  whose 
name and t e l e p h o n e  number a r e  shown above.  

* * * *  * *  ********* 
A s s o c i a t e  C h i e f ,  Appeals  

CC: * * *  ******* ** * * * *  
* * *  * * * * * *  * * * *   
******  *** ***** 



I n t e r n a l  Revenue S e r v i c e  

District 
Director 

Department of t h e  Treasury 

****** * * * * *  **** ****** **** ******* 

Bersoa t o  Coatact :  
****** ********  
******** *****  : 
* *** ******** 
****  ***** ****
******** * **** * **** ********* 

[k?hr S i r  nr Marl:im 

kli: have i:onsid.r;.reiA vour  hpplic;itic)n for- r e c o p ~ i t i o n  or' exemption f r .on~ Peilerhl 
income t ax  tinder :jei:ticn t,(:)li c 1 ( '/ I cjt' the In t e rna l  tiava~l.ila Cijdr;. 

'She infurmatio1.1 submitted indicat,eu t h a t  ynli were ini.l~rp>r.ated under th* nol.1- 
p r o f i t  laws a: ilie strite a £  ******* &. Your &ur&.lsses as s e t  for.t11 i n  your. 
A r t i c l e s  or' 1r;c.i~rporat ion a r e  as follows: 

'l 'his cor.p?r.atiGn is organized t o  conduct anv and a l l  lawful a f f a i r s  f o r  which a 
non-prof i t  corpcraticln may le incorplrr-.ted under the  laws of t h e  S t a t e  of  
******  is t h ey  may be meriued from time t o  time. and s p e c i f i c a l l y  t o  provide a 
highcjr y u a 1 i . t ~  of RV l i v ing  a t  a lower cos t  than is p s s s i b l e  w i t h  r e n t a l  o r  
p r i v a t e  r~wnership: t o  form a comlunitv of people based on the  na t iona l  ********* 
***** 'S concept hf "sharirrg tirid c i r ing" :  t o  provide a place f o r  members of t h e  
* * *  * *  * * * * * * * *  ***** t a  p a r k .  f mi. of ellarge. i n  a se l f -conta ined  r e t r e a t i o n a l  vc.hicie 
while in  or t r a v e l i n g  throngh ****** &,  &11 i n  compliance of t h e  In t e rnh l  Revenue 
(4 - ,,,de Sect ion 501 ( c  ) t 3 )  governing !:~ol~-yrof i t  cor;rorhtions. 

'I , 1 0 1 . ~ ~  o r g & r ~ i z a t i c ~ ~ i  F J \ . I T . c ! I ~ ~ s * * * **  iCrCi5 i l l  ***** . t o  provide i t s  members wi th  an 
*xi; lus ive  use  r e c ~ e i t  ional  vehir-.le park ~ i t l i  leasehold l o t s  f o r  i ts rni.rnlers. 
. I _ _  rleve 1~:ed the  pr.cperijr irito *** RV l o t s  with r e c r e a t i c n a l  bui  lfl ing. of f  i c e .  
nl:lititenr.illze bui ld ing  etnd yh7.'ecl ~ t r - e e t s .  

i!.~divi~.jual \secr.'mes a insnk~er of your !jrg;*r.isatio~'l by s igning  a l i f  ..time r e a l  
a< -,t,.ite leaze and pkying till i n i t i a l  fee of $****  t o  pttrchase t! l easehold  
i n t e r e s t  i r ~  a l o t  it ::our. rlar-ks. '1'1.1c r.et:recltional f a c i l i t i e s  c&n be usscl by ~ l l  
iflfjitriilua!:, asilsg your KV pa1.k. Yt3t11' orgal.~izatihn a l s ~  i . o r i d ~ c t ~  s o c i a l  and 
c~eltr. ; ; ,~tion~l func t  icns. 



' h e n  a member te rminates  h i s  membership whether voluntarv o r  i n v o l ~ u ~ t a r v ,  re -  
as.signment of h i s  leasehold i n t e r e s t  is t ransac ted  througl~  your organiza t ion .  
The memt~er w i l l  receive h i s  o r i g i n a l  investment i n  the  l o t ,  p lus  any pro-rated 
&soessmenta. mini13 m v  f e e s  due. I l i a  member w i l l  a l s o  rece ive  c o l ~ s i d e r & t i o n  
far  any improvements t o  the  l o t .  U ~ s n  the  death of a member, t he  proceeds w i l l  
r e v e r t  t o  the  leasel-,older's e s t a t e .  

When h mernt~er i s  not. us ing  h i s  l o t .  i t  c&n be rented t o  non-members who belong 
t , i~ similar.  RV parks.  Your organiza t ion  rece ives  the  r e n t a l  income from t h e  
non-member.s. Sour csrgmization keeps **% of t h e  r e n t a l  income f o r  an improve- 
nrant funil. The remaining *** % is c r e d i t e d  t o  the  members &r,count fu r  h i s  annual 
maintenance fee. Your tv-laws a t a t e  each rriembsr is encouraged t o  r a n t  h i s  l o t  
t o  o ther  *******  ;IS a meals of generat ing i i ~ n d s  t o  ~ f f s e t  t he  operehting c o s t s  
of the Co-Ope:*htive. 

The f i n a n c i a l  infarmation vau suLmit,ted f o r  your year  ending ******** **  **** 
shows :t********* nosl-member income f  rom space r e n t s  crnd $********* i n  t o t a l  
incornti. which ;14~1als *** % nrm-member income. 

Y13ur. *** * vehr shljws 3** *********  non-member r e n t a l  income. p lus  $************ 
i.rlvcstment income. for. a t o t a l  of $********  You l i s t e d  $********* i n  totcll 
r e c s i p t s .  which wr~uld eaual ***** % non-member and investment income f o r  t h a t  
vear.. 

'The income ami~~;nt.? vou submittsd f o r  your **** vear through * * ,  ravehls  t h a t  
***** 2 is from non-member sources.  

Ser;",ion 501 ( a  1 of t h e  Cadi. pr~ovides t h a t  an arganisa t ion  described i n  subsect ion  
( 1 2 ;  i.,r . . .  "Shal l  be sxempt from taxa t ion  under t h i s  s u b t i t l e  unless  such 
e x e ~ t l t i o n  is di?nied lxidsr swt iu l - I  502 and 503 rwhich a r e  not &pvl i cab le ) .  

S c c t i i ~ n  50l( c I (  7 )  r ~ f  the  1nti.rnal iievenue Code provides examrstion f o r :  

< .  ,7 {,lubs orgauised f o r  pleasure.  r ec rea t ion  and o ther  nonprof i tab le  p i r r o s e s .  
s t lb s t an t i a l ly  a l l  of t h e  activities of k-hich art? f o r  such Furwses and no 
p i r t  ,;i the  ntr-t earnings of which inures t o  the Genefit of any p r i v a t e  
shareholciar.. " 

St-:<:ti~n !.501(1- i (  7 i - l ( L I  of tlie is~come 'l'as F;e@ilations s t a t e s  tha t :  

" .  . . : - ; o l i c i t a t i s l~  advsrtisirnent i ~ r  i ~ t l i t i r ~ ~ i 5 9  f a r  put,lii: 18$trol>age of i t 3  

fhi:i . i i t i?s is prim& f i ~ i e  ivid.enci  t h a t  t h e  c lub  is engaging i n  
?,us i ness . . . " 



;I; i i ; t i$j~i i .  f;(ji(c j (  71-1 i ~ f  t h e  Regvlatiuns provides. i n  Dart. hs iol lows:  

( a I'I'he exemption prfivided bv s e c t i o n  501( a 1 f o r  o r p u ~ i z a t i o i ~ n  described i n  
s c c t i a n  30l( c ) ( 71 a p p l i e s  ,only t o  C ~ U ~ J S  which a r e  crganized and operated 
exc iusive ly  f o r  pleasure.  reci-ehtion. and o the r  nonprcf i t a b l e  purpcses. bu t  
ilois n i ~ t  hpply t o  any c l u b  i f  m y  p a r t  of its n e t  ehrnings inures  t o  the  
terlef it. of any p r iva te  shareholder .  In general .  t h i s  exemption extends t o  
ROi;ihl inil r w r e a t  ion c lubs  which are s u y w r t e d  s ~ l z l v  by menk~ership fees. 
iJu+s. 2nd assessments. However. a  c l u b  otherwise e n t i t l e d  t o  exemption 
wi 11 r ~ i ~ t  be i l i~ i l l~ i i l  i f  ieil Gwcruse it r h i s e s  reveniii: from membera through t h e  
11.3t. i ~ f  2luG f a c i l i t , i e s  o r  i n  connection with c l u b  a c t i v i t i e s . "  

f b 1 A  cl11li which engagsa i n  t u s i n s s s .  s ~ ~ c h  as  making i ts  s o c i a l  and r e c r e a t -  
ii,rii.ll . f a i : i l i t i e s  ava i l ab le  t o  t112 general publ ic  o r  by s e l l i n g  r e h l  e s t a t e .  
t,imber.. :rt- o t l ~ e r  proilucts. is not  organized and operated exclus ive ly  f ~ r  
pleasure .  reiireation. an3 o ther  nonprof i tab le  purposes. and is not  eytrnpt 
under s e c t i o n  501( a ) .  S o l i c i t a t i o n  by advertisement o r  otherwise f o r  
publ ic  patronage r ~ f  i ts fac i . l i t i i . 3  is  prima f a c i e  evidence t h ~ ~ ' ~  t h e  c l u b  is 
mgaging i n  businsss  and i s  i19t being operated exc;lusively f o r  p leasure .  
r.ei.reation. i r  s o c i a l  purwees. However. an inc iden ta l  s a l e  of property 
w i l l  nljt deprive a  c lub  of i ts 2xemption. 

Relrerme Ruling 613-160. 19613-1 C.H:- 2613. holds t h a t  a nonprof i t  cjrganization t h a t  
acat~irt-=d .jutlst,antial x r e a g e  t(;ld. a f t e r  deve1opi.n~ r e c r e a t i o n a l  f a ~ i l i t i i . 3  on 
p:lrticn t h c r i i f .  31lk~ijivid8d the remaining land i n t o  bui ld ing  l o t s  which it 
l*a.seu t i - 1  memt~;rs f o r  ninety-nine yi.ai>s: is ;lot exempt from Federal incomi. t a x  
rln.!er set-: t ion 50 1 [ i. ) i 7 'i *sf t h e  1 n te rna l  E i * ~ e n ~ l c  Coiie . 

kette.nuc Pr.o~:+~:h.rre 71-1'7. 19'71-1 C.E .  683. pr6vidc.j guidi.l ines f o r  determining 
t h e  ef f~;-..:-,.t ~ j f  gr,clsa r a c e i r t s  del-ived rrom nonmernbel~ use of a s o c i a l  c lub ' s  
+,,-.,- L ; + b l r = . ~  q (74-1 t he  i:l:oh'z a:~~rript,iiln under s e t  ion FJOl(c) ( 7  1 af t h e  C d e .  Rev. 
F ~ ; . , , :  . '? 1 - 1 .? st,2te5 t ha t  where a 12luL makes its f a c i l i t i e s  available t o  the  
z ~ I I F ; ~ . ~ !  pii?!li!: td:-1 .i ~ l l k l ~ t i l i t i h l  degree. the  c,uh i s  nGt o ~ e r a t a d  exclus ive ly  
ft:lr pli:~r-;~.;re. ~'e!:.re3tilx1. or 15ther. !ianprr:lf i t j t l e  - p u r p > ~ e ~ .  l'lii, term "genersl  
p>.i 'pii>." ss  i ~ ~ e i l  i n  th.it Revenue Procedure. means L~arsons cjther than members c!f 
:I ::l~it,. :.!1++jr. !;le;Ur,dents. o r  ql.lczt.,~. 

A +>.IPS! ,-,,I: 3 r~ t~r~rr* , ; f i t  s o c i h l  1?1iIkt is hn individiibl who is F. guest  of . ~ i  mcrn11.ler 
, jf  $-: 1 jni! ;;ji::t n>r,ij in5u.i lv c . i l j + + j :  11:'lt r2irfibl.irse tlie msmber f !jr ' 6 

i::.r+eriee.i. :?rl t11e l-lt,her t~a~i<I .  an113l.ilit~ phi.d t ( 2  s ~ x i ~ l  C I ~ I ~ J  t~ y i s i t i l - 1 2  rnen1Ler.5 
;,f .ij1.>t,k,e< .c;i,i::lal ::i.L~l; ..;rVe mo. l~~. i t s  paid LJV n1:,1-lnlcmbers. ?ven t.hi~\rg]1 h j t h  clltbs 
,if r:- s:' :i;.:r. rl;r :\lye ;.,l.l8j th is  i~notll-~t.;; ~o.?iiij a r e  f,:lr. goods. i f i c i l i t i e a .  o r  s e r v i c e s  
. L , . r , - : ~ . . ~ , ~ j ~ i i  \;.,: ,%II~:)I 31:;; i 51 <: l t~t ,  i.ln!:ier a r+ci prt>l::hi .ir~-~al'~g~rnel-It w i t t i  SCIC].~ c l t ) , ~ r  
- .  . : . '  - , ?  ' 
::,,I. J -I L ,- I . l i : ~ .  



T?.lhlii I i ~ w  34-56:, effei:t.ed tile r e a ~ l a t i o n s  i n  t h a t  the  terms. "so1elv"and 
" e x i ~ l ~ ~ s i v ~ l ~ "  should be replaced bv " suLs tan t i a l lv"  and "mostlv". Also. t h e  
r2ommittee Rep-~rt on F ~ b l i c  L?w 94-568 s e t s  out  a maximum percentage t e s t  of 15% 
for. nonmember and 35% f o r  nonmernter m d  investment income. The Ck~rnmittee Rerort 
, s ta tes  tha t -  i f  an organizat ion has outs ide  income i n  excess of the  35% l i m i t  l o r  
the 15% lin,it ind ica te s  t h a t  groas r e c e i p t s  derived from nonmember's use of a 
club's f a c i l i t i e s ) .  a l l  t h e  f h i : t ~  ancl circnrnstanccs a r e  t o  t,e t&n i n t o  account 
i n  determining whether the  c~rgiinization a u a l i f i e s  f o r  exempt s t a t u s .  

Revenur.;. Fhlling ($9-2::0. 1963-1 C.R. 154. holds  t h a t  a soc:ial club t h a t  r ece ives  
a s u b s t a n t i a l  p x - t i o r ~  of its inccme from t h e  r e n t a l  of propert\ '  and uses mlch 
inei~rue t o  defray opera t ing  er.fenses and t o  improve ancl e.xpand i t s  f a c i l i t i e s  is 
not; exempt under sect ion FJOl(c\(71 of t h e  Code. 

Yc.;ur a c t i v i t i e s  c o n s i s t  of cpera t ing  a rec rea t iona l  veh ic l e  park. t o  provide 
lor~t-r cc,st RV l i v i n g  f o r  your members by leas ing  l o t s  t o  them on a l i f e t i m e  
bas i s .  The subdividing and leas ing  of these  l o t s  is almost i d e n t i c a l  t o  t h e  
a c t i v i t i e s  cond~~ct .ed  ty t h e  organizat ion described i n  Revenue Ruling 68-168. 
(;csndui.ting such r e a l  e s t a t e  leas ing  is not  t: r ec rea t iona l  a c t i v i t y .  but  
c o n s t i t u t e s  engaging i n  a Lusiness. 

Ycai encourage your members t o  r en t  out  t h e i r  l o t s  t o  non-mwembers wh9 belong t o  
s natiihna? organiza t ion ,  ******** ** . Chir records 30 not  l i s t  t h i s  corpor- 
a t i m  BS being exempt from Federal income tax. Revenue Procedure 71-17 
c!eseribes the  term "general public" persons o the r  than members of a c lub .  t h e i r  
cieyendents. o r  guest .  Nanrnemters who reimburse t h e  member o r  pay t h e i r  own fees 
f o r  t h e  use of c lub f a c i l i t i e s  ar? not considered a mlest of the  member. 

t 'ublic Law 94-588 l i m i t . =  the  rercentage of non-member income t o  15%. and 35% f o r  
nonmerr~ber pius investment income. vou have exceeded t h e  15% l i m i t  each srear and 
t h ?  -35% l i m i t  i n  w u r  seci~nd yeara. 

Zn F:evenue Ruling 63-220 t,ha nrpanizat ion rece ives  a zubs ta**** * * * o n  of its 
incoroe fr.02a1 r e n t a l  incc~a~e.  A t  thi.e r o i n t  you rece ive  about *** *****  ctf >Tour 
income from nonnremter r en t :  but l i k e  t h e  organiza t ion  i n  t h e  revenui  r u l i n g .  
~ s r t  of %h ie  r e n t  is  used direri t lv  f o r  irnyrovements ti, your f a c i l i t y .  ' I le  r e s t  
ijf the  r e r ~ t  i s  t r e d i t e d  t o  t h e  mernber.'~ a m u a l  maintenancg fee .  



**** ********** ********** ** 
******** **** 

Credit  i r ~ g  the income againat the mernLe4s l i a l s i l i tv  f o r  maintenance fees  
;;onstitutes ttiiable incirme in  that h; is ~ ~ ~ a b l x j .  tfi avoid e - a e i ~ ~ e s  and is thna 
in~~r.ernet*lt t a  hie henef it. 

If :~ou agree with these ~~onc lu s ions  or  do not wish t o  f i l e  a wri t ten  p ro tes t .  
please s ign and l . d tu~ ' r~  For111 60113 in  the enclosed self-addressed enve;orc as SGC,II 
;ig r h > ~ ~ i k ~ l f ? .  

I f yi,u i I i ~  n o t  bgr.ee with thes* caiclusions.  you may. within 30 d h v s  from the  
date of t h i s  l e t t s r .  f i l e  i n  t : l u~ ,~ i c s t e  ;I Grief of the fac t s .  law. and argument. 
t,hht c lenr lv  set.3 fitrt.h y w r  p - r s i t i c ~ l ~ .  If vou des i re  ~AII i ~ r e l  d iscuss io:~ rjf tlie 
i s s i l k .  please indic;lte t h i s  i n  yi>ilr pra tes t .  ' h e  enclosed h lb l i ca t i an  832 
g ives  i~~st,r.uct.iirns f o r  f i 1 i n g  ;l protes t .  

I f  iti~u iis t-1t2t f i l e  h pra tes t  with tlli's off itb+ within 30 days of the date rjf t h i s  
reroc:: ;r l e t t e r .  this p ~ a p > ~ ~ i I  dtt,trmination w i l l  Gec~rne f i n a l .  

I f  vau have hny furt.her gui.stians, p l a h s ~  ccntact  t he  persa-I wh~sse r~ami: and 
telephone nuraber &re  shown a t  the Geqirming f i f  t h i s  l e t t e r .  

D i s t r i c t  Director 


